


COST ad MANAGEMENT 


THE OFFICIAL JOURNAL OF 


THE CANADIAN SOCIETY OF 
COST ACCOUNTANTS & INDUSTRIAL ENGINEERS 


INCORPORATED 1920 
HEADQUARTERS, 600 MACKAY BUILDING, 
66 KING STREET EAST, HAMILTON 
R. Dawson, F.F.C.S., F.C.I. (Eng.), Secretary-Manager and Editor 


Telephone 2 - 0700 


February, 1941 


.. CONTENTS ... 


EDITORIAL . 

ACROSS THE SECRETARY'S DESK 

CHAPTER NOTES . 

CHAPTER MEETINGS . 

STUDENT SECTION NEWS poets 
CANADIAN INDUSTRIAL ACTIVITY REMAINS HIGH . 
NEW MEMBERS . 

LITERATURE RECEIVED .... 

RAMBLINGS OF AN INVESTMENT DEALER . 

THE LAST-IN FIRST-OUT INVENTORY METHOD . 
CONTRACT COST ACCOUNTS 

SITUATIONS WANTED 


Subscription price to non-members, $5 a year. Single copies 50 cents. 
Members desiring 5 copies or more of a single issue may obtain them 
at 25 cents each. 











‘heme me ae te 


ce EDITORIAL « 








Voluntary or Otherwise 


Despite repeated efforts to educate the majority of the people of Canada 
to the fact that drastic cuts must be made in the purchase of non-essentials 
if the country is to be successful in an all-out war effort, there does not 
seem to have been any radical change in the spending habits of the people— 
at least not nearly so much as is necessary and the time has arrived when we 
must make up our minds either to make very drastic cuts voluntarily or be 
forced to do so by government legislation. 

It has been said that the people did not re-act favourably to war savings 
in the last war until the casualty lists began to roll in and if this is true, 
what a commentary it is. To any intelligent person who thinks at all it is 
very obvious that this is a totally different kind of war. It is a war of 
machines which cost considerable money and if these machines are to be 
supplied the money must be found. Even with vastly increased purchasing 
power this money cannot be found if we continue our pre-war spending 
ways and so it is up to us, each one of us. If we do not voluntarily cut out 
our spending on non-essentials, then we will be faced with regulations which 
will forbid the spending of money on this or that, on things we have long 
regarded as being essential and out of the luxury class. Not only patriotism 
but plain common sense demands that we curtail drastically our spending 
except on war essentials, but, this applies equally well to governments, 
Dominion, Provincial and Municipal. * The mayor of one Ontario city 
recently recommended a five-year holiday on capital expenditures, and 
pointed out that every dollar taken from taxpayers for unnecessary expendi- 
tures was a dollar less for the war effort. Mr. E. A. Horton, Deputy 
Minister of Municipal Affairs in Ontario, recently advocated a five point 
program for all governments which could profitably be adopted. He sug- 
gests 

Trim the estimates to necessities. 

Set the estimates early and collect the taxes energetically. 

Adhere to a moratorium on capital undertakings and public works 
These will be a vital necessity for the post-war period. 

Arrange the spending policies strictly in accord with good business 
operation. 

Collect the revenues budgeted for without fear or favour. 

This is a sound program but if governments do no adopt such measures 


how can the people themselves be expected to do so? 
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Across the Secretary's Desk 


The past month has been another hectic period for this reporter, but 
it has also been in many respects a most pleasant one. Commencing with a 
meeting of the Kitchener Chapter at which about thirty-five were present 
and winding up in Ottawa with about forty present. Between there was a 
meeting of the Niagara Chapter at Welland with about forty present and 
a meeting at Hamilton with sixty present for the dinner and about ninety 
for the meeting. Then there are the Student Sections. A week or more 
ago there were twenty-five present at a meeting of the Kitchener Student 
Section and later, at Welland, twenty-six appeared for a meeting of the 
Niagara Chapter Student Section. It is very pleasant to report such good 
attendances, especially at Student meetings, for this part of our work is one 
which will bear much fruit in the future if we stick to it. The Toronto 
Chapter had a most successful meeting in January, that is, the senior meet- 
ing, and the January meeting of the Ottawa Chapter did one good. Dr. 
Charles A. Robb, Power Expert of the Department of Munitions and Supply, 
was the speaker, and his talk will appear in the March issue of “Cost and 
Management’. So far, twenty-seven members have been signed for this new 
chapter, which bids fair to outstrip some of the older chapters before the 
season has closed. We regret very much to report that Charley Poudrier, 
the Acting Chairman of the chapter, sustained a fractured ankle in a fall and 
will be laid up for some time. At the last meeting Milton Kranch occupied 
the chair and did a grand job. At the next meeting permanent officers will 
be elected and at that time it is hoped that the membership will jump to 
over thirty; not bad for a new chapter. Met an old friend in Ottawa in the 
person of Jim McKee, one-time Secretary of the Toronto Chapter. He is 
now emploved in the Treasury for Air at Ottawa, also another old friend in 
George Abrams. George is now with the Foreign Exchange Control Board. 
I also hear that Kris Mapp, Past Dominion President, is in Ottawa, also 
with the Treasury for Air, but I was unable to see him. Now off for Toronto 
in connection with the legislation before the Ontario Legislature. This 
keeps me extraordinarily busy but hope it results in the legislation being 
passed. 


RK. BD: 





Chapter Notes 


Montreal Chapter. 

The early February meeting of the Chapter was a pronounced success 
and the discussion period which followed the address was especially gratify- 
ing. Mr. P. C. Kelly, of Canada Packers Ltd., Montreal, was the speaker 
and his topic, “Costs in the Packing House’, was not only illuminating but 
the long list of questions asked the speaker was an evidence of the intense 
interest of the members. 

Toronto Chapter. 


The January meeting of the Toronto Chapter was another highlight in 
the season’s activities. The speaker on this occasion was Mr. Allan B 


Gates, of the Eastman Kodak Company, Rochester, N.Y., and he chose for 
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his subject, “The Control of Operations Through Effective Organization”’. 
The meeting was well attended and the questions at the close testified to 


the close interest of the members in the subject outlined. 
Hamilton Chapter. 

The late January meeting of the Hamilton Chapter brought another fine 
attendance. There were sixty for dinner and about eighty-five for the meet- 
ing. Mr. Ralph Presgrave, of the J. D. Woods Company, and Mr. Dave 


Turnbull, of the same company, were the speakers and the subject, “Work 





ification Mr. Presgrave prefaced Mr. Turnbull's address with a brief 
f the subject, and Mr. Turnbull followed with moving pictures 


} 


ting the subject. Altogecl 





it Was a fine evening. 


The early February meeting was a discussion meeting with the subject 
< e > 





ent Insurance Commission” under discussion. 


c 





Regulations of the Unemploy 


ideg, of the Steel Company of Canada Ltd., led the discus- 





sion in such fine style that almost two hours elapsed before the meeting was 
I § 





adjourned. So successful was the meeting that the members are urging 
another of this type. 
Niagara Chapter. 

The January meeting of the chapter was held at the Welland Club, 


Welland, and was a real success. Usually when meetings are held at Wel- 


the result, a sparsely attended meeting. 


land, the weather is most unkind anc 
On this occasion, however, the weather was fair and the attendance good. 
There were twenty-nine for dinner and about forty for the meeting. Mr. 
C. B. Taylor, of Toronto, was the speaker and his subject, “A New Tool for 


Management’, illustrated by lantern slides, was much appreciated. 


Kitchener Chapter. 





One of the best-attended meetings of the season resulted when Allan B. 
Page, of the Mercury Mills Ltd.,. Hamilton, addressed the January meeting 
on the subject, “The Imp of Time Study in Modern Industry”. Mr. 





Page gave very practical talk and at the conclusion answered numerous 
questions 


Windsor Chapter. 





e attendance greeted Mr. E. T. Gregory, C.A., at the January 





meeting of the Windsor Chapter Mr. Gregory spoke on “The Excess 
Protits Tax Thirty-four attended the dinner and many more came for the 


meeting. Mr. Gregory was not only well received, but the discussion period 


which followed was very worthwhile 


Fort William-Port Arthur Chapter. 

The past few meetings of this chapter have been on the subject of 
[Taxation in its various forms and the discussions have proved, not only 
interesting, but very informative. The attendances have been good, proving 


the importance of practical discussions on subjects of general inteerst. 


The January meeting of the chapter, despite cold weather and icy roads 


which made it difficult for outside members to attend, brought the best 
ittendance to Thirty were present for dinner and forty for the meet- 





ing. Dr. Charles A. Robb, of the Department of Munitions and Supply, 
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and a well-known authority on Power, was the speaker and his subject, ‘Cost 
Problems Relating to Power’, was illustrated by charts. Dr. Robb answered 
numerous questions at the close. Milton Kranch was the chairman, while 
Frank E. Wood introduced the speaker, and a vote of thanks was moved by 


Vern Campbell 
Edmonton Chapter. 


Despite the fact that many members are engaged in war work while 
others are in the services, both active and reserve, two meetings monthly 
are being held and the attendances so far have been very good. It is planned 
to continue these meetings along discussion lines which have so far proved 


very profitab 


C 


Chapter Meetings 


Montreal Chapter. 

February 21st, Cercel Universitaire, 515 Sherbrooke Street East, Mont- 
real. La Soiree Francaise. Speaker, Mr. Louis Francouer. Subject: “Two 
Wars—Two Methods’ 

Hamilton Chapter. 

Wednesday, February 26th. Discussion meeting 
Niagara Chapter. 

Tuesday, February 25th, Leonard Hotel, St. Catharines. Speaker, R. F 
Waltemade, North Tonawanda, N.Y. Subject, “Waste Control 
Kitchener Chapter. 





Thursday, February 20th, Granite Club, Kitchener. Discussion meeting. 





Unemployment Insurance 
London Chapter. 

Thursday, February 20th, dinner meeting. Subject, “Unemployment 
Insurance Act Regulations’. Speaker, R. Dawson. 


Fort William-Port Arthur. 





Monday, February 14th, Chamber of Commerce Rooms, Port 
Discussion meeting Taxation 
Ottawa Chapter. 

Friday, February 28th, Laurentian Club, Ottawa. Discussion meeting 


Subject “Unemployment Insurance 


Student Section News 


All Student Sections continue to function with real success and the 


future in this regard seems very bright 
Windsor Student Section has decided to continue lecture meetings for 


the balance of the present season, commencing the proposed Modern Indus- 
} 


trial Plant set up at the start of next season. 

Toronto continues its lecture meetings with excellent results and this 
section is really a model one 

Hamilton has continued its studies with meetings almots every week and 


although the attendance fell off during the year-end they have increased in 


389 











COST 





AND MANAGEMENT 


a 


recent weeks and there are quite a number of prospective members who are 


now attending 
Both Kitchener and Niagara Sections held grand meetings recently, but 


f difficulties encountered in the type of study proposed, it is alto- 





gether likely that lecture meetings will be adopted for the balance of the 
present season. This has been done in London, where it was found that the 


type of study adopted placed a premium on continuous attendance and with 


, 
year-end work numerous students found it impossible to attend every 


Canadian Industrial Activity Remains High 


(From La Salle Business Bulletin) 


¢ upward trend in the rate of industrial production in Canada has 

been resumed after a slight decline at the end of the year. Even during the 

recession, Output was I8 per cent. higher than in the same month of the 
ve t The total for 1940 was 25 per cent, greater than for 1939. 

Nearly all branches of industry have shared ‘in the upward movement, 

but t greatest gains were in iron and steel, especially in the branches 


aking heavy products, in the automobile trades, and in shipbuilding. Other 




















groups of industry which advanced more than 10 per cent. during the past 
ve vere foods, clothing, wood products, and nonferrous metals. Produc- 
tion of electrical apparatus, of copper and brass products, increased almost 
l ( ver the ye vefore 

I general improv industry is indicated by the 
ncreas sank debits and the | of freight cars loaded. Bank 
leb ‘ » consti neasure of all business trans- 
ict vere ab 10 pe ent. highe year than during the preceding 
\ ( lings increase by same percentage 

G is are moving into the hands of consumers at a faster rate. Both 
W esale and retail trade show substantial gains over the preceding vear. 
Department store sales in December were the highest on record. Foreign 

kets also took large quantities of goods, and exports for the entire year 
gained 30 per cent Thev totaled alt $1,200,000,000. Exports of indus- 
trial goods increased more than did those of farm products 

Contracts awarded f ew mounting, and 
indications point toward further the entire year 

1ESE ntracts were 70 per cent. higher than during the vear before. In 
st recent mont whic are available, contracts are three 
t S se of the same 1th in t ious year. 

The general level of wholesale prices has remained relatively stable for 
several weeks. The prices of 40 basic commodities averaged 26 per cent. 
above the level that prevailed in August, 1939. The price rise in Canada 
has been about 7 per cent. greater than in the United States 

Although the percentage increases may be somewhat less during the 


J } 
ths, industrial production and 










































NEW MEMBERS 


New Members 


J. Paterson, Federal Inks Limited, Toronto 

J. W. Arnold, John Inglis Co. Ltd., Toronto 

E. P. Marriott, Goodyear Tire & Rubber Co. Ltd., New Toronto 
G. D. Mathewson, Goodyear Tire & Rubber Co. Ltd., New Toronto 
D. B. Harvie, Ontario Hydro-Electric Power Commission. 


Toronto Chapter 


Hamilton Chapter 

A. McDonald, Ritchie Cut Stone Co. Ltd., Hamilton. 
Niagara Chapter 

H. R. White, McKinnon Industries Ltd., St. Catharines 
Windsor Chapter 

E. S. Walling, Ford Motor Co. of Canada Ltd., Windsor 

N. Bolton, Dominion Twist Drill Co. Ltd., Windsor. 

B. C. Martin, Harrow Lumber Co. Ltd., Harrow, Ont. 
Fort William-Port Arthur 

V. Kyle, Fort William. 

N. G. Walgate, Public Utilities Commission, Port Arthur. 


Newago Timber Co. Ltd., Port Arthur. 





Ottawa 
C. L. Baby, Ottawa Car & Aircraft Ltd., Ottawa 
P. R. Lacourciere, C. A., Ottawa. 
W. M. Wilson, C.A., Renfrew Textiles Ltd., Renfrew. 
R. Harten, C.A., Geo. A. Welch & Co., Ottawa. 
G. S. Malloch, Steel Equipment Co. Ltd., Ottawa. 
Earl O'Neill, Capital Carbon & Ribbon Co. Ltd., Ottawa. 
S. Brett, Ottawa Car & Aircraft Ltd., Ottawa. 


° 
Literature Received 
Unit Functional Analysis of Distribution Costs. 
! NvAiG. A... Jan. 15. . 

A most interesting article which describes methods by which unit 
functional costs of distribution may be obtained for the purpose of 
calculating unit cost of distribution by territories, customer groups, etc. 

Efficiency of Departments. 
The C.A. in Australia. December. 

Describes methods by which the efficiency of production depart- 
ments may be measured. 

Contract Cost Accounts. 
Cost Accountant. December. 

Describes methods in use in Heavy Contractors or Heavy Engineer- 
ing Businesses. 

Income and Cost Adjustments. 
Can. Chartered Accountant. February. 


Describes Income and Cost Adjustments as they relate to prior and 





future income periods. 
Cost Reports for Operating Heads. 
N.A.C.A. February 1. 
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Cost Reports for Management. 
N.A.C.A. February 
Describes the type of reports necessary both to operating heads 
ind to management in order that the best possible use be made of them. 
Municipal Cost Accounting. 


Municipal Finance Officers Bulletin 


! } } ] +} , r } ] + 

A most valuable bulletin for those engaged in Municipal Cost 
nting. This bullet — } f eee Paar a 
Accounting his bulletin was used as a Dasis for discussion at the 


nnual meeting of the Municipal Finance Officers Association held in 


Detroit recently 


Governmental Cost Accounting. 


Municipal Finance Officers Assn 


y prepared by e Committee on Cost Accounting of the 





ers Association of United States and Canada 





‘ : iat 
{ ost va {di 2 to works on this subject. This com- 
ittee as functioned since February, 1939, and the findings, thus 
stained, should be of interest to all those engaged in Municipal Gov 


Ramblings of an Investment Dealer 


By J: L. TORREY 


An Address Before the Canadian Society of Cost Accountants, Montreal 
Chapter Meeting, Friday, January 31st, 1941 


. ae 
About four years ag t was my pleasure to speak before this sat 


McGill University. My subject was “The Investment Dealer 




















At that time my ego led me to believe that it was quite a spiel. To 
was long enough and filled with economic platitudes concerning 
1 n finance, which to-night in the light of changed circumstances 
‘ 1b ettvy dull and uninteresti Theretore, if you will permit me 
I would like to briefly review se four years and then just ramble a bit, 
g few points 1cerning ings financial, a few political but more 
YOINTS a ae C C il 
er words, I st want t Ik ot oud » see if some of the 
ghts and \ s running through my mind are just peculiar to myself ; 
whet perhaps thev are shared by others. In order to do so, you will 
f my illustrations, because of my position, run to the financial. 
During these days of stress I feel so small and useless and I feel that 
kness inhe yusiness Is te large extent true in 
siness of others \ as Cost Accountants, follow so closely pro 
sts. ft \ € 1¢ finished product through its 
} ible processes, that I n inclined to believe that you, as well as 
1 most others, are apt to forget the so-called intangible factors 
\ syrove to be so important. As an illustration may I give you a brief 
. f et n of statistician which came to notice recently. 
> yehind s detin 1 is, I think, most wot hile and if you 
I know it 
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RAMBLINGS OF AN 


A statistician is a man who marches forward while looking back- 
ward. If you send him to select a batch of whales for future growth he will 
bring you 70-foot animals because his records show that these whales have 


done a lot of growing. If you send him to select a group of married couples 


| are wanted 





for settling a new province and you tell him that the people 





from whom one may expect numerous future offspring, he will you 
50-year-old couples which have produced twenty children in the past. His 
records show that those people are fruitful.” 

The statistician, the cost accountant and the financial man so often think 
that all established trends or practices go in a straight line forever and we 


forget the biological limitations of living matter. Business is a living entity. 


It has one characteristic of a living species in that it does not automatically 
die at a maximum age. It shows periods of youthful growth, vigorous 
manhood and old age. It is also subject to diseases like individuals—tem- 
porary ones, lingering ones and fatal ones. The biologist knows that the 


longer a trend has existed and the more vigorous it has been the greater 
becomes the probability of reversal. We should learn this too—whether a 
statistician is recommending the purchase of a stock, the financial man the 
purchase of a bond or the cost accountant the cost of a particular operation 
| 


in relation to the finished product, the past should be considered only as 


one of the elements in forecasting the future and not solely for its own 
sake 
When I met with you four years ago we all had ideas and hopes which 


have been materially changed—some through our own doings but more 
likely through the doings of others. In the financial or investment business, 
we have passed through the only real prosperous period in a decade (a 
part of 1936-1937) into that which is decidedly unknown. 

We saw the beginning of cheap money which was brought about by the 
1932-1933 depression and we now see a continuance of this cheap money 
by artificial control. Some examination of the phrase “artificial control’ is 
necessary, but let us leave that for the moment. 

Many corporations had great difficulty in paying their bond interest or 
preferred dividends during the period 1932-1933. Through 1936-1937 many 
of these securities were refunded or converted into new securities bearing 
interest rates from 50% to 75% lower. In fact, there is the example of 
Massey-Harris Company refunding 5% First Mortgage Bonds with a very 
heavy sinking fund into 414% Bonds which sold at a premium even though 
arrears on its preferred stock were not clarified and have not since been 
paid in full, purely because there was a plethora of money. To-day these 


low interest bearing securities sell at premiums never attained by the old 
§ I 


high-coupon securities even in the lush times of 1928-1929. 

During 1925-1929 corporation finance flourished recklessly in a period 
of great industrial expansion. There followed in the early 1930's the pain- 
ful convalescence of that period of reckless financial abandon. In 1936 and 
part of 1937 consolidation and a levelling of both these contrary swings of 
the pendulum took place. 

Corrective forces were again at work in the middle of 1937 and the 
early part of 1938 with strong evidence of control becoming more apparent. 
World political events which even in 1936 had begun to play a most im- 
portant part in our industrial and financial life, broke with all its fury in 
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September, 1938. For me to attempt to discuss or analyze such from a 
political point of view is not for one of such limited mental capacity and 
certainly would at this time be most inexpedient. The financial aspect of 
the changes which the war has brought presents a real paradox. Currencies 
of France, Belgium, Holland, England, Canada, Foreign Exchange Control, 
sale of repatriated securities in the United States and Canada. Sale of 
English controlled American subsidiaries, Viscos, Lever Bros., etc. 

No greater industrial expansion in so short a time has ever been 
known in the history of Canada. Certainly none with so little demand made 
to the public for capital to take care of this expansion. 

In many instances where new plants were or are being built for strictly 
War purposes, the necessary money has been supplied by the Dominion 
Government on the theory that they can raise public money easier and chaper 
than private corporations. One should also consider too that since the 


painful days of the early 30’s many of our leading industrial companies 


have so improved their working capital position that funds were available 
from within or temporary accommodation was readily obtainable from their 
bank 

To make this posible we have ‘controlled currency”. Compare the 


coupon rate on recent Dominion of Canada War Loan Bonds with those 
of the last war—England Johnson Act. 

Consider for a moment some of the more recent refundings which have 
taken place in the United States. 

Bear in mind that while the United States is not at war the same 
economic factors are operating there to-day to bring about an unbalanced 
budget as exists in Canada. Therefore, imagine such companies as the 
American Telephone & Telegraph Company selling $150,000,000 30-year 
234° Bonds at a price to yield less than 3%. Is it not surprising then that 


opinions looking toward the long trend of high grade bond prices intimate 


that they have about reached their peak and that the time has come when 
second and third grade securities should be held purely for income appreci- 
ation: also is it not a wise thing to consider the advantages of buying 
medium grade securities with high yields to take care in some part for the 
higher income tax which must be paid. 

Perhaps the best illustration in summing up this paradox is to repeat 
a statement made last week by one of the oldest Investment Trust Funds 
in the United States—"The investment in sound common stocks of $18,900 
to-day brings the same amount of income as $100,000 will buy in a sensible 
diversified list of tax exempt governments.” Of course common stocks are 
not comparable with governments for safety of the dollar amount of prin- 
cipal or income but there is something to be said for common stocks from 
the standpoint of production or purchasing power in view of longer term 
inflationary implications of government policies to-day. 

It is not my purpose or do I think it is opportune for me to give freely 
my own views in this regard, particularly at this time. It is true, however, 
that such control will lessen the immediate cost of our money for war 
efforts—at least to the government. 

We also have price control over things other than money and I assure 
you it can be no easy task for those whose responsibility it is at Ottawa to 
keep these things in balance. Along with this control we have, of course, 
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what war always brings, win or lose, namely, increased taxation. This is 
inevitable and while seriously affecting financial markets and those who are 
trying to make their living therefrom, some clarification or alternative may 
be attempted in the near future. No matter how close the control or how 
drastic the taxation, the Government will still have to borrow to finance its 
full requirements through war loans or war savings and we may even face 
compulsory savings should the emergency arise. If all these things fail, 
there is one other alternative always lurking in the background, and that 
is dreaded inflation. 

No doubt from these remarks you will interpret a hesitant fear on my 
part that inflation is bound to ensue. Perhaps you would be interested in 
refreshing your memories a bit as to what inflation can bring about. So 
for a moment let me review the momentary experience which took place in 
Germany from 1914 to 1923. This whole period was one of inflation but 
should properly be divided into three distinct parts: 1914-1918; 1918-1921; 
1921-1923. 


the 





From the outbreak of war in 1914 to the Armistice, realizing 


principal reason for the initiate of any inflation policy and for its continu- 
ance for a long period, is the need of the government to obtain vast revenues 
required for war financing. It is the old principle of taxation and so aptly 
described some years ago as the gentle art of “plucking the maximum 
amount of feathers from the goose with the minimum amount of squawk- 
ing’. 

In the first period the German Government undertook to control all 
retail prices, rents and wages. Retail prices advanced considerably but 
rents and wages were purposely kept reasonably low, but even so the total 
debts in marks increased from 17 billion in 1914 to nearly 183 billion by 
the beginning of 1919. The actual cost of living increased by thirteen times. 

In the second stage or up to 1921 the total debt was pushed up to 
nearly 338 billion marks but it is only after the costs of reparations to 
Germany was settled in 1921 that the country entered into what is termed 
the wildest period of inflation the world has ever known. 

Upon this I could dwell at some length but I will endeavour to sum- 
marize it briefly 

At the outbreak of war the German mark or gold mark was worth ir 
the United States 23 8/10 cents. By January, 1921, it had fallen to an 


+2 


equivalent of 1 6/10 U.S. cents and by 1923 was worth 


23 quintillions of a 
cent—or perhaps to make it easier to understand .000,000,000,023. Or let 
me put it another way. If in 1913 a German mark would purchase a pack- 
age of cigarettes, by December, 1923, it took 1,247,000,000 to purchase the 
same package. Costs rose so rapidly and fluctuated so widely from day to 
day that a pair of shoes was known to increase from 3,250,000 marks to 
14,000,000 marks in one retail day 

Of course what this really accomplished was nothing more than wiping 
out of the internal debt of the German Government, German corporations 
and the German people in general. 

One other illustration that will be of interest is that the total funded 
debt of Germany immediately before the war was about 5,000,000,000 
narks or approximately $1,250,000,000 dollars. This amount of indebted- 
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ness could have been paid in full in the latter part of 1923 by the number 


of paper marks that one could buy with 1/8 of a cent in United States 


What I am trying to point out is the necessity of doing everything that 


is humanly possible to avert even a fraction of this catastrophe taking place 


ne 

Inflation in every country in which it has been practiced is nothing 
more or less than a gigantic engine of wealth redistribution. An engine 
that works night and day taking wealth here and giving it out there; rob- 
ne group or one social class for the benefit of another and doing it 


rhyme or reason and with no regard whatever to the merits or 





demerits of those benefitted or those despoiled. 

Where this has occurred before we have had uncontrolled money. I 
wonder if without controlled money and controlled prices we may not wit- 
ness that at this time the demand of labour many prove to be the upsetting 

ung bring about the unbalancing of our economic structure. To be 
sure We have some evidence at attempted control of such wages but to date 
this S ly come in the form of recommendations to take the form of 





war bonuses based upon any reflected increase in the cost of living. I 


this will have the decided eftect 








> A . Q 

This. I appreciate, is much too hasty a review of what has already 
happened. However, what really interests us more than the past is what 
of I ¢C 

H ould ask those of you who heard me in 1936 to try and 
¢ made with regard to Beauharnois Light, Heat & Power. 
At that time I spoke of the vision which had created such a wondertul power 
develoy nt ade some comment with regard to the scandal which accom- 


panied this development but asked you to visualize what a community with 














this power development could be chieflly responsible for. The loss or waste 
of vey in the building of this development, I said, was a small contri- 
bution to the total development should the ultimate be realized. Here it is 
but four short years and one seldom hears anything about the earlier un 
fav ib rt of this and what we need to-day is that the plant 
or t levelopment should be half agaim this size or double its size to take 
ca f lay's requirements 

sure it would bore you to have me take more time to discuss my 
views as to the future of the financial business in this country. I know that 
te ich time is spent in thinking about it—more, in fact, than I would 
like t mit, but what of my thinking? Is it the right kind of thinking 
If it is—I am satisfied that it is something on which we should all attempt 
to spend more time. Rightful thinking, particularly at this time, can be a 
most powerful weapon—not only in our war effort but in all our own 
individual business efforts as well. Right thinking has enemies such as 
egotis vorry, fear, prejudice and ignorance, and to combat these influences 
one st base their thoughts first of all on facts. One must have under- 


standing and have faith and imagination. 


n their solution to ones very 


ar 
is Dol down 


Your individual problet 
similar to my own. For months I am sure we have all been doing much 
the same thing in listening to news broadcasts of all kinds, reading dozens 
f newspapers, arguing and discussing the affairs of the world and criticizing 
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our government with anyone whom we could get to listen. Very few of 
us are able to distinguish between rumour and fact, propaganda and lies, 
and in the end we wind up or close our eyes at night more confused and 
bewildered than the day before, making ourselves quite unhappy and prob- 
ably disagreeable to those whom we have to live with. Of course I forgot 
to add many other things but in order that you may not be allowed to 
forget them, we do worry about such things as I have mentioned earlier in 
my remarks such as taxes, inflation, deflation, etc., and how foolish we are 
to let such things as this upset the course of events-—-so why not relax in 
the assurance that taxes will be higher but that no one can take from us 
that which we haven't got and nobody knows any more than you or I for 
sure about to-morrow. 

We are told and believe that democracy is what we are working and 
fighting to preserve and to crush totalitarian influence which appears to be 
covering this earth or did until Great Britain stood in its way. 

I read a short time ago the conclusions of a well-known author who 
convinced himself that his time and energy would be better spent in living 
for democracy than by arguing about it. He said that democracy is a vague 
generality as long as you think of it in terms of everyone else but becomes 
definite and personal when you realize that it is for you. We all know 
there can be no honest government without honest citizens. National gov- 
ernment is the sum total of its local governments and local governments are 
fashioned out of you and your neighbours. 


Therefore, would it not be better for us concerning problems about the 


future if we did not try individually to save this country or the world for 


democracy but try rather to save democracy by saving ourselves from useless 


thoughts and useless worry. 


IT IS WITH EXTREME REGRET THAT WE LEARN OI 
THE DEATH OF ANOTHER OF OUR MEMBERS IN THI 
PERSON OF MR. J. G. EVANS, OF OUR MONTREAL CHAP 
TER. MR. EVANS DIED IN MONTREAL ON FEBRUARY 11th, 
AND WE EXTEND TO HIS BROTHER AT POWELL RIVER, 
B.C., THE SINCERE SYMPATHY OF ALL MEMBERS OF THI 
SOCIETY AND ESPECIALLY OF THOSE WHO WERI 
PRIVILEGED TO KNOW OUR DEPARTED FRIEND AND 


COLLEAGUE. 
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The Last-In First-Out Inventory Method 


(An address on November 26, 1940, before the Niagara Peninsula Chapter, 
Canadian Society of Cost Accountants and Industrial Engineers, by 
Robert R. Renner, Buffalo Chapter, National Association 
of Cost Accountants) 


It is my belief that when a man speaks on a subject offering contro- 
versial possibilities he should announce his position. All too frequently, 
however, a man hesitates to do this because he might be tagged as preju- 
diced, and therefore, I think, many speakers attempt a middle-of-the-road 
course thinking in this way to escape the ire of those of an opposing school 
of thought among their audiences. Now then you should very logically 
expect me after this utterance, to state my position. But first let me recall 
to mind a rather ancient tale with which you are all familiar I am sure. I 
have a definite purpose in imposing this suffering on you because it empha- 
sizes the position I take. The tale concerns three blind men who went to 
the circus, and among their adventures came upon an elephant. Well, as 
you all know, each perceived by touch a certain part of the animal, and 
upon coming away began to discuss it. Each had his own concept based 
upon that part which he had felt: one the trunk, one the side, and the third 


C 


in recalling this tale to your minds is that a narrow concept, a limited view- 


he leg. Their argument, I beileve, eventually resulted in blows. My point 
point, must be avoided; stated otherwise, intolerance is to be shunned. I 
am sure the average person does not like to consider himself intolerant. 

This is what I declare for: tolerance in thinking among accountants. 
As accountants and engineers, we must be tolerant in our thinking if we 
expect the respect of contemporary professionals, and if we expect to encour- 
age progress in the art of accounting. 

Accounting is popularly termed a science, but the very character of it 
precludes its inclusion among the sciences for science implies exactitude, 
proved and established theories, laws and procedure which, once fixed, are 
not changed. I believe that accounting should be classified as an art closely 
akin to science. Whether we call it art or call it science we should insist 
on the inclusion among the doctrines under which it operates of the doctrine 
of tolerance—this is a prerequisite to progress. We accountants should 
stand strongly for it for the art of accounting is a growing one trying to 
keep pace with the changes in business which it serves. 

I stand for progressive thinking, for breadth of thinking, for tolerant 
thinking; and because I do, I also stand for the last-in, first-out method. 

It is logical that some time should be devoted to the consideration of 
to me are fundamental premises, before specifically discussing our sub- 
ject. Some of these premises extend into the realm of philosophy, some- 
thing of an abstract matter, but I think that we accountants will find it well 
to examine ourselves from time to time and review our concepts of our 
work from that direction. According to a definition, philosophy is a study 
of the various systems of thought explaining the causes, principles, and 
realities of natural and moral law. Since business, which gives rise to the 


what 


necessity for accounting, is the result of economic law—a natural law—it 
is fully appropriate that the philosophical approach to accounting and busi- 
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ness be reviewed once in a while in order to check up on our thinking. 

In the last few years, in the United States particularly, a great deal has 
been said from many quarters about business, and business has been sub- 
jected to searching investigation and analysis in the light of philosophy more 
intensely than ever before. Social conditions have brought this about. The 
functions, the purposes, the justification for the existence of business as a 
part of human endeavour have been investigated. When we boil away the 
mass we find certain truths about business. 

We find that essentially, the function of business is to be productive— 
beneficially productive—there is no stronger evidence of this than the fact 
that to-day those businesses which have survived the test of time have 
survived as well the test of beneficial productivity. There are three direc- 
tions in which this productivity must flow: to the consumer, to the laborer, 
and to the entrepreneur. This is another way of saying that the products of 
business must be desirable and satisfying to the consumer at a price which he 
can afford to pay; must reward with a sufficient wage the laborer who 
works in producing the goods; and must reward the capitalist with a just 
return on his risked investment. In doing these things a business is bene- 
ficially productive,-and to me this concept of the essential function of 
business is basic. 

Management which directs the activities of business has the job of 
striving to attain the objectives springing from the function of business. 
That by which management effort is measured is profit, for profit is what 
is left after the consumer has been provided for and after the laborer has 
been taken care of. But the true measure is not so much the amount of 
profit as the consistency of profit-making in all respects, to consumers, to 
laborers, to capital, throughout the entire economic cycle. The inference, I 
think, is plain: profit must be considered not so much on a year to year 
basis as on an economic cycle basis. 

There are many concepts of profit, the most fundamental rooting itself 
in economic philosophy in which profit is defined as an “increase in wealth.” 
And here we encounter the first suggestion for the necessity and use of ac- 
counting, for only through accounting can wealth be concretely measured. 
We may therefore tritely assert that the art of accounting lies within the 
field of economics. This being so, the concepts which we may have of 
accounting theories, their applications, and their interpretations must trace 
back to economic philosophy. Let us accountants never forget nor disregard 
this postulate, for when we do we lay ourselves open to the cultivation of 
a limited perspective—we comprehend accounting only for itself rather than 
as a part in a far greater scheme—and we begin to fail a true observance 
of the doctrine of tolerance. 

As an art, accounting is an admixture of economics, law, and statistics 
which has developed out of usage in the evolution of business. Its growth 
resulted from a need . . . a need for a written record. And in the earlier 
history (in a great many cases even in these times!) of accounting practice 
it was limited to retrospective functions. With the increasing complexity 
of business, management developed a greater need . . . a need which only 
accounting was in a position to fill . . . something by which management 
could be aided to plan future course of action, and thus accounting developed 
to serve in a more important function: a prospective one. Consequently 
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there has been a growing tendency on the part of management to demand 
of accounting, and those practicing it, a greater cognizance of the economic 
viewpoint in the practical application of accounting concept and theory. 1 
think that management is more concerned with our abilities to aid them 
prospectively than retrospectively. If we are to meet this demand we must 
recondition our thinking: we must be willing to modify or even cast out 
taboos of tradition in accounting if in doing it we can render a greater ser- 
vice to business, and still adhere to sound principles of accounting. 

A few moments ago I mentioned that the economic concept of profit is 
fundamentally the governing one. The more popular concept, however, is 
a more specialized one: it is an accounting concept rather than an economic 
concept. This is to be expected for profit can only be expressed in mathe- 
matical terms, and the people who have been performing the work of profit 
expression have been accountants, not economists. Perhaps the ‘best defin- 
ition of this concept was made by John B. Canning in his work "The 
Economics of Accountancy” in which he stated that profit or net income 

is the figure which results when the accountant has finished applving 
the procedure which he adopts.” If this is true, and I think we can accept 
it so, it then is necessary for us accountants to encourage tolerance in think- 
ing, give more cognizance to economic philosophy, and be willing to revise 
our procedures to more adequately suit particular economic circumstance 
and thus fill the need of the businessman whom we serve. 

Inventories should be generally recognized as the largest single source 
of influence on net income. Inventories represent economic goods, economic 
value; the use of them determines proft. Is there little wonder then that 
in certain’ types of industry there arose a definite need for a technique of 
inventory accounting more suited to those industries than other traditionally 
accepted methods? I refer specifically to those industries to which the 
Last-In First-Out Method is definitely fitted. It was the need in these indus- 
tries which gave birth to the Norma! Base Stock and the Last-In First-Out 
Methods. The peculiar economics to which these industries are subject 
demanded a different technique of inventory accounting. The need was for 


a method more closely relating current cost to current sale. The greatest 


significance of the Last-In Method is consequently of an economic char- 
ter; the accounting implications are a matter of economic fundamentals 
and not accounting principles. 

By now it should be well recognized and admitted in accounting circles 
that 
Last-In First-Out Method because it is one for limited use. The requisite 


t the doctrine of applicability is an important one when examining the 


conditions to its use briefly named are: 
1. The character of the goods in the inventory must be homogen- 
ous, year in year out. 
2. Value of the inventory must predominate among the assets. 


3. Cost of materials in the goods must predominate. 

4. Industrial price structure should be such that there is fairly 
immediate parallelism in movement of raw material prices and finished 
goods prices. This condition I consider a most important one. 

A fifth condition frequently stipulated is that the processing period 
must be a fairly long one (such as in tanning and lead-making) but in my 


opinion this may be disregarded without nullifying the others. If these 
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conditions are met, there is every reason, as well as good opportunity. for 
advantageous use of the method. Because of them there is a definite limit 
to the field in which it should be used. This has been wearisomely re- 
peated by proponents. In my opinion, any criticism, constructive or de- 
structive, should be restricted to the propriety, the applicability, the advant- 
ages and disadvantages in its use within the limits of this field. To do 
otherwise would strongly indicate prejudiced thinking. 

Assuming that these conditions are met and the method is adopted for 
use by a particular enterprise, the mechanics of its operation are fairly 
simple. Preferably, it should be started at the minor phase of a price cycle 
viz., When prices are low. Whether the accounts are closed monthly, quar- 
terly, semi-annually or annually, the procedure is the same. The simplest 
method is to commence by first pricing and establishing the beginning in- 
ventory; this sets up a definite quantity the unit price of which is the average 
of the number of units divided into the aggregate valuation. Units used in 
operation during the period are costed into production on the basis of the 
Opening inventory as set up, plus total purchases during the period, less the 
ending inventory consisting of the opening inventory plus any increase 
priced in order of acquisition. This procedure can be applied without great 


difficulty in those industries qualified to use the method as homogeneity if 








the character of the goods permits of averaging the unit cost without dis- 
torted results. Clearly a job-order type of business cannot use it 
To many of you will occur the question of the procedure with respect 


to goods in process and to finished goods. The answer is that after having 


left the raw material category the material cost is in the goods in process 
account at a cost on the last-in basis due to the application of that proced- 
ure to the raw materials. Transfers from process to finished goods will 
follow the same rule: last-in, first-out. If the accounts are closed monthly, 
sales are costed out on the basis of the last-in method. If the accounts are 
only closed annually the finished goods are costed out on the average of the 
annual cost resulting from the application of the last-in method to raw 


materials. Stated broadly, the last-in method is more a raw material! inven- 





tory method than it is a finished goods one, and since it is generally the 


case that in those industries where the last-in method is usable the inventory 
problem is chiefly a raw material problem, the application of the method to 
raw materials accomplishes what is desired. Obviously if finished goods 


constitute the greatest part of inventories then it is entirely conceivable the 


application might be designed so as to cope with this condition, and there 


is little reason why the last-in method cannot be tailored to fit... the 


problem in this case becomes resolved into one of accounting technique and 
hnesse 

Any of you who have followed through the professional publications 
the discussion of this method will know of the opposition expressed. As I 
see it, the principal basis for opposition is associated with that time-honored 
doctrine of accounting called conservatism: “anticipate no profit, provide for 
all loss.’ This rests on a traditional concept under which the balance sheet 
is used principally as a basis for evaluating financial condition for credit 
purposes, and in many cases as a criterion for investment. To me, however, 
the consideration of safety for credit purposes or for investment purposes, 


is of less importance than that of recoverability of a loan, or value of an 
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investment and its profitability from the earnings points of view. As a 
matter of fact is safety not fairly assured if profit-making is consistent? It 
seems to me that if a concern consistently makes a profit, it certainly is able 
to replay a loan, and provide income to the investor. If it were unable to 
do this, or at least make a profit in more years than it incurs a loss, and in 
the aggregate the pronhts exceed the losses, then the credit grantor and the 
investor who extended a loan or made an investment well deserve the 
penalty of imprudence in evaluating the earnings factor. I believe our at- 
tention should be centered not on the liquidation value of a business but 
on the earning value. I think credit men are now: looking with as much 
interest at the income statement as at the balance sheet; and I believe that 
among credit grantors there is a trend toward giving more importance to 
the income sheet 

From the investor's point of view, I think the income sheet should like- 
wise be of greater importance. In these days of huge business and of asset 
values stated in ten and eleven figure expressions, the very immensity of 
a 


the figures overwhelms the average investor; sometimes even the profes- 


sional. In reality the investor thinks better in terms of earnings per share 
as so many dollars or so much per cent. It is a whole lot easier to compre- 
hend $2 or $15 per share or to graps the significance of a 4% or even a 9% 
return on investment. So from this angle there is importance to the income 
statement in preference to the balance sheet. 

From the operating man’s perspective too I think the balance sheet is 
of minor importance. I think he is more concerned with the productivity 
f his use of assets; of the prices at which he sells; in the costs for which 
he produces; the income he provides for his employers, the stockholders, 


who would readily dispense with his services if he did not use the assets 


t 


productively. He knows the intent of the proprietors is to operate a going 
concern not to liquidate it. He is very naturally more interested in the 
income statement than the balance sheet. I have seen managing executives, 
when given periodical reports, look first of all for the income statement, for 
the cost sheets next, and the balance sheet last of all. Here again is mani- 
fested the relative importance of the income statement. 


Everywhere we look we are impressed with the fact that it is no longer 





nce sheet but the income statement which counts. This is natural I 


think. Did not the balance sheet presumably develop out of a need for a 
statement showing what profit had been made The balance sheet. to me, 
n ancient type of profit and loss statement. The only way of measur- 
ing profit in the primitive days of business was by comparison of assets at 


is just 


the beginning with those at the end: if there was an increase in value, there 


} £ 


was a profit. The income statement was an outgrowth of a desire for the 
details giving effect to the increase in values obtained when comparing two 
balance sheets; if a comparison showed an increase in wealth of $100,000 
the profit and loss statement gave the details of how that $100,000 was made. 

I think the challenge of conservatism is readily met. First let us re- 


l 


member that careful planning dictates that the use of the last-in method be 


initiated at a time when the price cycle has reached or at least neared bot- 
tom, and thus the price basis of the inventory is generally at cost lower 
than current market. In the event that market happens to be lower than 


cost, the balance sheet value of the inventory can be stated on the basis of 
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“lower of cost or market’ by a reserve created out of surplus. In other 
words, the income statement is to show net income on the basis of last-in 
first-out method for inventory without adjustment for inventory reserve. 
The inventory value on the balance sheet is to be reduced to conservative 
levels by an offsetting reserve created from surplus; and when the need for 
this reserve has passed it may be restored to surplus. 

If we analyze further I believe we will discover that one reason for 
conservatism is a desire to restrain optimistic dividend declarations which 
might impair working capital in periods of declining business. It is a fairly 
general condition that most statutes governing distribution of profits pro- 
hibit the payment of dividends which would impair capital by exhausting 
surplus and come out of capital. If surplus is reduced by a reserve for 
inventory valuation, the objective is gained. I think this is a most prac- 
tical thing to do. 

Probably the other most often brought up point of opposition has to 
do with the notion of artificial stabilization of profit. I agree with the 
opponents to the method in the idea that false stabilization is to be avoided, 
and if that is the real motive back of the method then it would be best for 
all of us to consider it as an illegitimate child. But I do not agree that this 
is the fact. I believe that the main design is to minimize extremes in profit 
swing by more closely relating current cost to current sale and to promote 
some stability of inventory value, that is, not to let it ride high, wide and 
handsome on a tide of rising prices only, to drop precipitously when the 
reaction sets in. This notion of stabilization I think is perfectly legitimate. 
We can look at stabilization from another direction: stabilization of margin 
of profit in pricing and I think this is a real justification. With a stable 
margin of profit in price, there results a fairly stable volume of net income 
in the aggregate provided the normal volume of business is enjoyed; if 
volume of business is low, a stable margain of profit in the price will serve 
to assure a net income. So I think that the objective of a stabilized margin 
over cost is a very logical and entirely rational one for justifying the method. 

In conclusion, I wish to make the positive declaration that there is 
nothing shady about the last-in method. It is fully justified in economic 


principle and therefore accounting principle. It is applicable only to a 





limited field and should be used in no other. It has been accepted as an 
approved method. The following is quoted from a pronouncement of that 
very august body, the American Institute of Accountants, whose Committee 
on Federal Taxation said in the May, 1938, issue of the Journal of Account- 
ancy (pp. 392): 

“The normal stock and the last-in first-out or replacement methods fall 
within approved methods of accounting and are best suited to the needs of 
certain businesses.” 

So I say to those of you who are engaged in types of businesses whose 
economic conditions are conducive and meet the test of requisite circum- 
stances for its use, to go ahead and have no fear in considering its adoption. 
Remember, however, that the most advantageous time for adoption is when 


the price level is at its lowest stage. 
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Contract Cost Accounts 
By P. E. MANN, F.C.W.A., F.L.A.A., F.C.LS. 
(Published by kind permission of The Cost Accountant) 


In what might be termed the “heavy contractors” or “heavy engineering” 
business, the contracts undertaken will usually be large and few in number. 
The costing of such contracts is usually referred to as “terminal costing.” 
Most of the work is carried out at the contract itself, and all expenses in- 
curred at the contract are charged direct to the Contract Cost Account in 
the Cost Ledger. Other expenditure to be charged to the Contract Cost 
Account will embrace that incurred at the contractor's Works, also the cost 
of loose tools and stores supplied to the contract from the Works of the 
contractor. In addition, the Contract Account must be debited either with 
the cost of the plant sent to the contract or a charge for Depreciation or 
Hire, plus a fair proportion of the overhead charges. 

1 


It is important that the result of each contract should be easily ascer- 


tained from the Cost records, and accordingly the Cost Ledger should con- 


tain 


separate account for each contract undertaken. In practice, it will be 
found necessary to open several sub-accounts relating to each contract, and 
to transfer at convenient intervals the balances on these accounts to the main 
Contract Account 


been entered into, 


uld be 


f the work 


precis thereof sh 


Immediately a contract has 


recorded in the Contract Record Book, containing particulars 
to be carried out, together with the terms and conditions of the contract. 
The Engineer in charge of the contract will be furnished by the Head Office 
with a supply of forms for completion each week, together with written 
instructions with regard to the filling up of the forms. In practice, forms 
somewhat on the following lines have been found to meet the purpose :— 

Goods Received Sheets.—Record all goods received from Head Office or 
utside suppliers, or from other contracts 

Goods Despatched Sheets.—Record everything despatched from the con- 
o Head Office or other contracts to any buyer, hirer, or any other 
lestination 

Weekly Plant Consumption Returns.—Record the consumption of plant 
in the contract during the week, i.e., the breakage, loss, and wearing out of 
tools, tackle and machine spares. Piping or casing tube, and the like. per- 


yr not intended—should 


nanently placed—i.e., where recovery is impossible 
be entered on the consumption return at the time of isssue. 

Weekly Stores Consumption Returns.—Record the consumption of 
stores on the contract. The items issued from the store to the contract may 
be entered immediately on to the weekly stores consumption return, as stores 
are issued only for immediate consumption. 

All the above returns are supplied in duplicate so that a copy can be 


kept tor reference or contract office use. 


Cash Account.—This account should be made up on the last day of each 
week to show the balance of cash in hand on that date. The account must 


cover all receipts and payments during the month, and the balance of cash 


in hand at the beginning of the week must be shown as the first item on 
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the receipt side on the subsequent cash account. Vouchers covering all the 
payments made, must accompany the account. Each voucher must bear a 
reference number. 
Wages Sheet.—(On the larger contracts where wages are paid weekly 
and not despatched from Head Office.) A summary shown on the paysheet 
should allocate the wages paid to the various sections of the contract for 
costing purposes, and the amount of the employer's contribution to National 
Health and Unemployment Insurance should be added to the total of the 
summary. Sinking and underground contracts should show a further divi- 
sion of the wages as between underground and surface labour for the pur- 
pose of arriving at a correct apportionment of W.C.A. Insurance. 
Certified Copy Orders.—-When goods are received on the contract, the 
relative copy order should be certified by entering on the certificate provided, 
at the foot of the order, the following information :— 
(1) Requisition numbers; 
(2) Date received; 
(3) Signature. 

Materials. 

These should, in all cases, whenever possible, be charged direct. Ma- 
terials or stores supplied from the contractor's Works, will be requisitioned 
by the Engineer in charge of the contract, and charged up at book valuation, 
Materials Account being credited. The receipt of materials is checked up 
with the ‘Materials Received” form. Returns are dealt with in the reverse 
manner. Often, materials and/or stores are transferred from one contract 
to another. These are recorded in a Transfer Note. The Engineer in charge 
of contract ‘A’ sends this note to the Engineer in charge of contract “B,” 
who signs it, after checking the consignment, and sends it to the Cost Office 
at Head Office, where the necessary transfer is made in the Cost Book at 
book valuation. The proceeds of any material sold at the site of the con- 
tract, will be credited to the contract; any loss on sale, i.e., the difference 
between the book figure and the proceeds of sale, will be adjusted on the 
Material Account. 


Labour. 
All labour, including salaries of Engineer in charge, paid by Head 

Office, should be charged direct to the contract, the Contract Cash Account 

being credited. 

Other Charges. 

In addition to all the various charges which will be debited to the Con- 
tract Account by Head Office (embracing all charges incurred direct) and 
the cost of materials supplied by Head Office, all disbursements incurred at 
the contract will also be charged, but it will be found in practice that the 
Head Office will require to make apportionments on certain items of expen- 
diture, e.g., Insurance Premiums. In a contractor's business, various rates 
are charged by the Insurance Company in respeet of Employers’ Liability 
Insurance, according to the various classes of work undertaken. Men work- 
ing at heights and underground workers will attract a higher rate of prem- 
ium than surface hands and so forth. The appropriate amount of premium 
based on the type of work and amount of wages must be charged up against 
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the contract. It will be found convenient to keep an Insurance Register and 


to record therein the amount of the premiums charged to the various con- 


tracts. By this means, the total premium paid to the Insurance Company 
will be wholly accounted for. Perhaps a certain proportion of the premium 
(insurance premium relating to staff salaries) will be dealt with as an over- 
head charge. Naturally, there will be other accounts at Head Office which 
may require a similar apportionment—for example, travelling and motor car 
expenses, and the like. 
Plant in Use at Contracts. 

The cost of the plant in use at the contracts may be dealt with either 
(a) by charging the cost price (if new) or the book valuation direct to the 
contract, or (b) by charging an amount for the use of the plant, i.e., Depre- 
ciation. If the contract is to extend for say five years, then if the plant at 
the end of the contract will be of little value, it will be preferable to adopt 
(a). When the contract is completed, the plant is either sold or sent back 
to the contractors W orks. If sold, the proceeds will be credited to the 
contract. If returned to the Works, it should be revalued and credited to 
the contract, the Plant Account being debited. It follows that under this 
method, the contract will bear in full is charge for depreciation. It might 
de expedient to recondition plant to make it fit for future service so soon 
as it has been returned by the contract. Sometimes it is doubtful whether 
some of the plant will ever be required again for future contracts. If for 
any reason the plant is not reconditioned, then some agreed percentage 
based on the plant valuation as per Cost Ledger should be charged against 


the contract and credited to a Special Reserve Account, so as to provide 


for the cost of reconditioning at some later date. There is one objection 
to the plan of charging the entire cost of the plant to the contract (a), 


because under this plan it is necessary to revalue the plant at the contract 

at the end of the accounting period, the valuation being credited to the 

contract and carried down to the debit of the contract at the beginning of 
subsequent period. In other words, the plant is treated as stock. 

If method (b) is adopted, it wil! be necessary to arrive at a rate of 
charge (usually a day or houriy charge) to cover use of plant at the con- 
tract. It is a difficult matter to arrive-at an equitable charge, unless past 
data is available, and even then the charge can only be estimated. If we 
assume that an item of plant is purchased for £1,000 which has an esti- 
mated working life of 10 years and residual value of £100, and if further 


the cost of maintenance over the life of the plant will be £100, then:— 


CECE SECC 1.1 an A ge Cee Orne ee eee Te Sissdehaveshucatvaanvee GOOD 
Less residual value ; iRiantaselendaaeee sella 100 
900 

Add estimated cost of maintenance . waatihe ued tees 100 
£1,000 


Life, 10 years equivalent to, say, 86,500 hours=say, 2.8d. per hour. 
The usual information with regard to the purchase of the plant, rate of 


depreciation, life, etc., will naturally be recorded in the Plant Register. At 
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the end of the month, the month's expenses as shown in the Cost Ledger 
will be transferred to a Contract Profit and Loss Account. The figures for 
individual contracts will be recorded monthly on a Contracts Summary. 
Thus the individual results of contracts, and monthly Profit and Loss of the 
business can readily be shown, and the information given will, of course, 
be of great value to the management. 

It will be appreciated that materials depreciate, whether they are in 
use or not, and it will be obvious that all the contract's plant will not be in 


> same time. There will, therefore, be a further depreciation charge 





to be provided for over and above that charged to contracts, i.e., a depreci- 


ation charge for plant not in use. The Cost Records will give the sum 
total of depreciation charged out to contracts, and the Plant Ledger will 
show the total amount of depreciation to be provided for in respect of the 
whole of the plant. The balance of depreciation to be provided for will 


best be dealt with under the heading “Overheads,” and spread over the 
whole of the contracts. In some businesses of this character, depreciation is 
dealt with by making a charge of, say, 20 per cent. per annum for the dim- 


inishing balance on all plant in use, thereby building up a Depreciation 


Reserve. At the end of the year, the true amount of depreciation required 
is ascertained from the Plant Ledger, and any excess or defciency is adjusted 
departmentally, but no final adjustment is made on the actual contracts them- 
selves. Under this method, the comparison between contract results for 


different periods will be accurately set forth, as the rate charged for depreci- 


ation will be constant. This method, however, is unscientific, but is useful 
in cases where engineers are paid according to the financial result obtained 
at the contract, because where this method is adopted the engineer is speci- 
fically informed beforehand that all plant in use at the contract will! be 
charged with depreciation at the rate of 20 per cent. per annum 
Overheads. 


All items not charged direct to contracts must be dealt with as an Over- 


harge. Such items will include unchargeable depreciation, uncharge- 





able time, managerial salaries, directors’ fees, secretary's salary, office rent, 





nd n include such items as debenture interest. 
The total of the Overhead Expenses must be ascertained and spread over 
the various contracts on an equitable basis. The apportionment may be 


de by taking the total of such expenses and dividing it by the total num- 





ber of hours of work put into the contract. This will give an hourly rate 


f expense and then each contract will be charged accordingly 

A simpler method is to ascertain the total expenditure incurred upon 
each contract, and apportion the expenditure according to the expenditure 
incurred at each contract. 

If the overheads total . ; anaes .£ 20,000 


and the total expenditure— 


No. 1 Contract ............ ava ai taaeen ... 100,000 
No. 2 Contract .. Bargeka eo e ee eee 20,000 
No. 3 Contract . : : : 40,000 






£160,000 
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Then Contract No. 1 will be charged with 
100,000 
— of £20,000=— £12,500. 


160,000 


The overhead charges applicable to each contract will be entered directly 


on the Contract Summary. There is no need to record the apportionment in 


the Cost Ledger unless it is thought desirable to do so. 


The question of the allocation of overhead charges requires careful 
thought. Whilst the above method might suit some businesses, it would 
no doubt require considerable modification in others. For example, an 
English company might be carrying out contracts abroad, where little super- 
vision could be given from this side. In such a case, it is submitted that a 
smaller charge out to be made against such contracts. Such considerations 
should be borne in mind, particularly where contracts are being carried out 
on a cost plus percentage basis. If it is decided that a fixed sum be charged 
as an overhead expense on a certain contract, the amount so charged will be 
deducted from the total overheads before the apportionment is made, to 


arrive at the amount attributable to each of the remaining contracts. 


It will usually be found that large contracting businesses carry on 
several lines in conjunction with their main business. For example, they 
will probably run a department dealing with some special kind of product, 
the manufacture of certain engineering supplies, and almost certainly run 
their own engineering workshop, where their plant returning from contracts 
can be reconditioned before going back into stock. In such a case, it will 
be necessary to sub-divide the overhead charges. For this purpose, a De- 
partmental Summary Sheet for the Works Expenses should be prepared 


somewhat on the lines shown on page 412. 


Payment.—The contractor is usually paid against Architect's or 
Engineer’s Certificates, and there is usually a provision in the contract for 
the deduction of what is termed ‘Retention Monies,’ which means that a 
certain proportion, say 10 or 20 per cent., of the work certified for payment 
is retained for a certain time as a guarantee for the due performance of the 
contract. Sometimes, Retention Monies carry interest. 

So soon as the Architect's certificate is issued, the Contract Account 
should be credited with the total amount certified, and the personal account 
should be debited with the amount due and payable, i.e., the amount certified 
less Retention Money (if any). The Retention Money will be debited to 
the Personal Account (Retention Account) with a note as to when it will 


become payable under the terms of the contract. 


Valuation for Work in Progress. 


The value of work performed must appear under this heading in the 
Balance Sheet. It is incorrect to place the amount under the heading of 
Sundry Debtors. It is permissible to take a proportion of the profit to the 
credit of the Profit and Loss Account if a profit has been made, put such 
profit should be estimated on a very conservative basis. To begin with, it is 
prudent to place Retention Monies to reserve, until such time as payment has 


been received. 
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To Value Work in Progress :— 


Take Work in Progress at cost, say .............. aesbcewnsbiceuds cyte Mens TONUMN 
ind deduct cash received on account thereof . ts 180,000 

70,000 
Deduct Retention Monies, i.e., 10 per cent. of £200,000 20,000 
Valuation of Work in Progress Pe te sieastpestgetereeseec een OOO 


Ot course, one would need to assure himself that the above valuation 
had been made on a conservative basis. An auditor would, no doubt, require 
to see the Architect's or Engineer’s Certificates, and also the correspondence 


together with any other documentary evidence available. 


The reason why Retention Monies should not immediately be taken to 


profit, is that even if there are no immediate difficulties, such may arise in 


the fi 





uture, and it is wise to create a reserve for contingencies, among which 
may be mentioned the cost of clearing up at the termination of the contract. 
No profit should be taken on uncompleted contracts, unless they have been 
running for some reasonable time. Many contractors allow a margin of 


one-third of the ascertained profit on uncompleted contracts, and carry the 


amount to reserve. 


In the case where a loss has been incurred on a contract, such loss will 
naturally be written off. Moreover, it is important to remember that in 
cases where a further loss is likely to be made in order to complete the 


contract 


a reserve should be made in the current accounts. 


Another method for the valuation of Work in Progress is to take the 
profit on the contract and the cost of the work performed, and express it as 
percentage of the estimated total cost, or alternatively by taking the dif- 
ference between the cash received and the work certified, and deduct either 
a suitable reserve, or perhaps the Retention Monies shown above. 


In any case, the Accountant should obtain written instructions with 


regard to the method of valuation for work in progress from the Manage- 
nent, and provided he is satisfied that the proposed valuation is correct from 
an accounting point of view, he should then obtain certificates signed by the 


in charge of the contract and countersigned by his Managing 





He should also obtain a decision with regard to the reserve to 


ited, to cover any liability imposed upon his Company for the main- 





tenance of a contract after completion, and in respect of the contingent 


iabilities under the contract at the end of the Company’s financial year 
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SITUATIONS WANTED 


Young man, single, with many years’ experience in Banking and Accounting. 
Graduate in Cost Accounting, and with experience as Office Manager, seeks change in 
position. Fully capable of taking charge, and remuneration asked only moderate for 
good start. Well recommended and is earnestly seeking a real opportunity to display 
knowledge and ability. Apply Box 45, ‘Cost and Management”’ 





Young man, at present engaged, seeks change to sound progressive company. Has 
had experience as Chief Accountant, Cost Accountant, Public Auditing, Payroll work, 
etc. Thoroughly practical and experienced. At present working in Ontario, but distance 
no object for good position. Box 51, ‘‘Cost and Management’. 
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ing, at present employed in Western Canada, desires position with industrial con 1} 
with prospects of advancement to good man. Will go anywhere. Apply Box 


“Cost and Management’. 











Married man with several years’ experience in Cost Accounting, especially in 
mining Good clerical experience, desires position. Go anywhere. Not subject to 
military service. Apply Box 62, ‘‘Cost and Management 









1 experience as Cost and Industrial Accountant; also several 
iblic Accounting field, is anxious to obtain position with id 
ably in Ontario or Montreal. Apply Box 63, ‘Ce | 


















oung man, with some Cost aand Bookkeeping experience. At present a student of 
Higher Accountancy 1 who has been compelled to ta other work temporarily. Is 
anxious tor n cost work I to accept small salary to start. Apply 
Box 64, ‘Cost Mar ) 








Young man, with University education, at present engaged in teaching profession, is 
anxious to obtain position in Cost Accounting Department of a sound company. Salary 


demands moderate. Apply Box 65, ‘‘Cost and Management’’. 








Young man, with many years’ experience in Accounting, Cost Accounting, Credits 
and Office Management, at present engaged, desires change, preferably with company in 
or near Toronto. Highest references. Apply Box 66, ‘‘Cost and Management’. 


with University education, splendid record as Account- 





Accountant, young, married, 
ant, completed course in Cost Accounting, is anxious to commence with sound industrial 
company as Accountant or in Cost Department. Resident of Toronto but willing to go 
anywhere for steady position Salary demands moderate. What have you? Apply 
Box 67, ‘‘Cost Management’ 
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